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Pay TV abruptly turns sour 

It happened with lightening speed - one day all seemed satisfactory, the next day the major Pacific 
players in the pay-TV world were reeling from massive stock devaluation as analysts were warning of 
even harder times to come. Some of the "panic" can be attributed to the general downturn in 
technology stocks on the American and world exchanges, but most of the downturn in market value 
for Austar and others can be traced to their own admission that business, after all, is not so good. It 
began with a bad day at the analysts and some widely circulated news reports that portend massive 
change if not outright financial failures in the Australia-Pacific pay TV world. Example number one: 
Austar posts $74m loss 

PAY television provider Austar United has asked the market to stump up $200 million in a 
rights offer on the same day it announced a $73.842 million full-year loss. Executives from 
Austar and parent company UnitedGlobalCom said they were upbeat about the future, 
despite fears of a recession. 

"The tougher things get the more people cocoon around the living room," Austar chief 
executive John Porter said. "They give up travel and spend more time at home in front of 
the television." 

Austar reported an operating loss before interest, taxation, depreciation and amortisation 
of $73.842 million for the full-year ended December 31 - a 246.6 per cent decline from the 
previous year's EBITDA loss of $21.307 million. The heavy loss was despite a 45.7 per cent 
increase in total revenue to $384.5 million. Austar said the EBITDA loss was the result of a 
number of factors, including: 

(1) The effect of the merger of Telstra NZ and Saturn at the beginning of the second 
quarter; 

(2) Increased programming costs as a result of subscriber growth, the addition of the 
Disney channel and the low Australian dollar; 

(3) An increase in communications costs of $12.4 million as a result of commencing the 
Internet business; 

(4) And the inclusion of certain costs relating to TVSN. 

Austar said it would continue to market its three-pronged pay television, Internet services | 
and mobile telephony offering. Austar expected EBITDA to improve by $21 million in 2001, 
with gains in pay television and Internet services and declines in interactive television (iTV), 
mobile telephony and corporate costs. The company planned to extend the reach of its iTV 
service to 440,000 set-top boxes in 2001, but the iTV business would still generate a $10 
million EBITDA loss in 2001. 

Mr Porter said he was disappointed in the level of subscriber growth in the pay TV 
business, which was hit by heavy churn in October. 

"We believe that this was chiefly the result of a number of external factors, such as the 
GST, the Olympics and high petrol prices," he said. 

"The good news is that churn has come down every month since October and customer 
numbers through the end of the quarter and into 2001 give us confidence that there is scope — 
for the pay TV business to achieve subscriber numbers comparable to other developed 
countries." 

Austar also announced a pro-rata renounceable rights offer, which would provide three 
new ordinary shares for every seven existing ordinary shares held. The issue would be 
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priced at 95c per share - a discount of about 20 per cent to yesterday's closing price. UGC 
had committed to take up its 73 per cent share and underwrite the balance of the issue. 

Austar executive chairman Mike Fries said the company was unhappy with its share price 
but it had not impacted its ability to raise capital. Mr Porter said the share price was clouded 
by uncertainty over the health of its balance sheet, the support of UGC and whether the 
company would perform long term. 

"The first two (questions) are addressed by the rights issue," Mr Porter said. 

"It's too easy to say the market's got it wrong. There was a point in time when we were 
unduly undersold because of misinformation and lack of information about funding and 
prospects of the company. 

"It's a marathon not a sprint and we wouldn't have taken the company public if we didn't 
believe that long term the market would get it right. We're here for the long term." 

If this seemed like an inopportune time to be going into the market to raise Au$200 million, the 
analysts agreed. Just how desperate might the Austar operating situation be? Previous reports, little 
noticed when released in January, suggested Austar was likely to run out of "operating cash" as soon as 
late April or early May. 


“Regional pay TV and Internet group Austar has called on its United States parent 
UnitedGlobalCom to underwrite a $200 million rights issue to fund its business plans 

"The equity raising came as Austar unveiled a $319.4 million loss for the year to 
December, almost tripling the size of 1999 losses. It also said shareholders would have to 
wait another three years before the company would turn cash flow positive. Austar shares 
fell 8.5 cents to $1.10, still above the rights issue price of 95 cents. UnitedGlobaiCom, 
Austar's 73 per cent shareholder, has committed to take up its full entitlements and 
underwrite the balance of the three-for-seven rights offer. 

"The pricing of the issue also underscores how far out of favour media and telecom 
stocks have fallen. Almost a year ago, Austar raised $170 million within an hour from 
institutional investors at $8.50 a share. Austar was also expected yesterday to disclose 
details of a refinancing of its $400 million bank facility, but failed to do so. 

"Chief executive John Porter said Austar was looking at an additional debt facility of up to 
$200 million. "We could have signed today, but we feel now is not the right time." He said 
the share issue would improve Austar's position with the bankers as well as address two of 
three concerns. "It improves our balance sheet. Secondly, it underscores the support of our 
parent." The third concern was whether the pay TV business was a growth sector. "That, we 
will demonstrate by our performance.” 


Meanwhile in New Zealand, where Austar as the parent of Saturn Communications is partnering a 
NZ$1.1 billion dollar expansion of terrestrial fibre + coaxial cable plants in Wellington, Christchurch 
and Auckland, the obvious question arose. "Is Austar able to continue to fund the deployment of 
TelstraSaturn given its home based cash worries?" 

Telstra-Saturn investor may exit 

"Australian regional pay TV and Internet group Austar says it might sell its interest in the 
Telstra-Saturn joint venture in New Zealand. Austar chief executive John Porter indicated 
the New Zealand sale was being considered as part of a recovery plan. 

Austar reported losses of $A93 million last year from Telstra-Saturn, which provides 
telephony, Internet and pay TV services predominantly in the Wellington area, but is in the 
throes of building a network to rival Telecom NZ. Austar, meanwhile, has called on its US 
parent UnitedGlobalCom to underwrite a $A200 million rights issue to fund its business 
plans. 

The equity raising came as Austar unveiled a loss of $A319.4 million for the year to 
December, almost tripling the size of the losses from 1999. It also said shareholders would 
have to wait for another three years before the company would turn cash flow positive. 
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Austar's 73 per cent shareholder, UnitedGlobalCom, has committed to take up its full 
entitlements and underwrite the balance of the 3-for-7 rights offer. 

The pricing of the issue underscores how far out of favour media and telecom stocks have 
fallen. Almost a year ago, Austar raised $4170 million within an hour from institutional 
investors at $8.50 a share and the stock reached a record high of $A9.65 12 months ago. 
Porter said Austar was looking at an additional debt facility of up to $200 million on top of 
existing borrowings. 

Meanwhile the share issue would improve its position with the bankers as well as address 
two of the three concerns surrounding Austar. 

"The first is, it improves our balance sheet. Secondly, it underscores the support of our 
parent," Mr Porter said. 

The third concern, he said, was whether the underlying business pay TV was a growth 
sector. "That we will demonstrate by our performance." 

Austar has forecast an additional 38,835 pay TV customers this year, a little below the 
39,042 subscribers added last year. It has 421,165 pay TV customers. Media analysts said 
this forecast was not the sign of a growth company. 

“When they floated two years ago, they were talking about subscriber growth of 90,000 a 
year; now its less than half that," said one media analyst, who did not want to be named. 

“They are going to have more than $400 million worth of debt, their subscriber numbers 
are still in the hundreds of thousands, not even into the millions," a Sydney-based media 
analyst, who declined to be named said. 

“If you have got $400 million worth of debt you are going to need a pretty good subscriber 
base to start paying that back," the analyst said. The analyst's brokering house has 
downgraded its recommendation for Austar from a “hold-underperform" rating to a 
“sell-under perform" rating. 

A report appearing in New Zealand newspaper business sections March 16th paints an even more 
frightening scenario for Saturn. "TelstraSaturn had an operating loss of $117 million on revenue of 
$127 million (NZ $$) in 2000. The one off costs associated with the creation of the TelstraSaturn joint 
venture was cited by Austar as a factor in its net loss of Au$319 million. The accounts reveal an 
average monthly revenue of (NZ)$32.05 for each of 98,283 revenue generating units; every telephone, 
pay TV or Internet connection is counted as a revenue-generating unit. In Wellington, TelstraSaturn 
reported 32,000 residential telephone lines, 21,000 pay-TV subscribers and nationally 45,000 Internet 
subscribers." 


Simultaneously inside Australia, the business stand-off between cable and satellite operator Foxtel 
and cable and satellite operator Cable & Wireless Optus was coming to a show down. The Optus 
assets have been on the block for more than a year, and March 31 is the latest "drop dead date" for a 
final decision on the future of the Australian pioneer in mobile telephony, cable TV and satellite 
service. 

Pay TV upheaval on the way 

The struggling Australian pay television industry is on the verge of being shaken up with 
the imminent sale of Cable & Wireless Optus and speculation on the future of Austar United 
Communications. Whoever buys Optus - Telecom Corporation of New Zealand, Singapore 
Telecom or Vodafone - will have to invest time and resources in the capital-starved Optus 
Television. 

Over the past six years, the pay TV industry has accumulated losses of $4.2 billion and 
market penetration has begun to plateau, at 1.3 million homes. It is far below analysts' 
predictions of 1.5 million by the end of 2000. Paul Budde, of Paul Budde Communication, 
Says growth has been hampered by a high rate of customer churn, high prices and low 
quality of content. 

Austar's pay TV business, for example, recorded a net loss of 5100 subscribers in the 
December quarter and now has about 430,000. It is under financial pressure, and its market 
Capitalisation has fallen from a high of $4.8 billion a year ago to $634 million on March 12. Its 
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parent company, UnitedGlobalCom, which owns 75.3% of Austar, is also under pressure, 
prompting speculation that the Australian company may be privatised or sold. In February, 
News Corporation's president and chief operating officer, Peter Chernin, said Foxtel might 
be interested in buying Austar's 50% stake in the pay TV programming group XYZ 
Entertainment (Foxtel owns the other 50%). 

A change in ownership at Optus or Austar would produce much-needed competition in the 
industry, further fragmenting the audience share of the free-to-air TV networks. David 
Kingston, a managing director of Rothschild Australia's investment bank, says the 
successful joint bid by the Nine and Ten networks and Foxtel for the rights to broadcast 
Australian Football League games from next year is the beginning of co-operation between 
pay TV and free-to-air networks. In addition to jointly buying content, they could look for cost 
Savings in areas such as production and transmission. 

The chief executive of Ten Network, John McAlpine, says he is interested in buying the 
Optus pay TV business. "If there is a shake-up in the pay TV industry, we will definitely be in 
the queue to look at the assets," he says. Ten discussed buying Optus Television last year 
but walked away when Optus decided it only wanted a manager for its pay TV business, not 
a buyer. "When a cannibal is sniffing at your behind, it is worth doing something about it," 
McAlpine says. 

Kerry Packer's Nine Network already has a presence in pay TV through its 25% stake in 
Foxtel, but it also discussed buying the Optus pay TV business early last year. It is believed 
that Packer offered $4 billion for the business and access to the Optus mobile phone 
network, but Optus chief executive Chris Anderson wanted $8 billion. That was last year. 
Now, with a dearth of bidders for the main Optus business, industry sources say that 
whoever buys the company will resell the pay TV operation at a low price. 

The director of broadcast services at Seven Network, Judi Stack, says Seven is not 
interested in buying the Optus pay TV business, but it is interested in getting access to 
Foxtel so it can gain access to Telstra's broadband cable and broadcast C7 channels on 
Foxtel. Seven has licences to create 10 pay TV channels. It has created a pay TV division 
with the C7 sports service that is broadcast on Optus, but it would like access to Foxtel's 
703,000 subscribers (Optus has 220,000 subscribers). 

Pay TV and free-to-air networks have natural synergism because programming can be 
bought in bulk and run on both at different times. In Britain, the two models are starting to 
blend, and some industry sources say a similar thing will happen in Australia when 
digitisation of the industry takes place. 

Foxtel - which is owned 25% by Packer, 25% by News Corporation and 50% by Telstra - 
and Optus are yet to develop business plans to digitise their set-top-boxes. Once the set-top 
boxes are digitised, interactive TV is possible. Telstra's chief executive, Ziggy Switkowski, 
says the three Foxtel partners have yet to reach an agreement on digitising Foxtel. 

Update: On Sunday March 25th in their 7PM newscast, Australia's ABC network 
reported their "belief" that Optus has been sold for Au$20 billion to Singapore 
Telephone and Telegraph. 


Meanwhile the unfortunate lack of public support for the Australian DVB-T (terrestrial digital) 
launch was beginning to create waves at bureaucratic levels. Australian rules greatly limit the offerings 
on digital, ensuring that in exchange for a government mandated and created digital terrestrial 
introduction, the existing three commercial terrestrial networks will have no commercial competition 
prior to 2006. The larger question - if digital terrestrial fails to attract viewers, who is the loser? 
Network jeopardy 

It took less than five minutes for federal Cabinet to make a unanimous decision to continue 
to protect the legislated oligopoly of Australia’s commercial free-to-air television networks 
and avoid the wrath of Kerry Packer. At a Cabinet meeting early in February, the politically 
sensitive issue of changing media policy was raised in formal response to the Productivity 
Commission's review of broadcasting policy. Industry sources say the Federal Government 
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AND - the UBS Warburg "Global Equity Research" report on SKY Network T.V 


A 28 page in depth review and analysis of the financial future of public stock traded SKY Network, 
researched by David Lane (64-9-913-4868) and released under a March 13th date, added more fuel to the 
fires of speculation racing through the Pacific financial community. Warburg warns, 

"We have reviewed our financial forecast, valuation and rating for SKY. Our valuation and rating are based 
on a long-term view of SKY's business; however, we recognise there are significant milestones for SKY to 
overcome in the short to medium term to justify our valuation and price target." 

Some relevant, perhaps trend setting, introspective offered by UBS, includes: 

"During most of 2000 there was a negative trend to our short-term factors. The currency was at historical 

lows against the US, the launch of SKY's interactive platform OpenTV was delayed, near-term operating 
performance was deteriorating and the share prices of SKY's global peer group were falling. 

"The TV, fixed phone line and Internet bundling deals offered by Telecom NZ should bolster (subscriber) 
growth. We believe the roll-out of the OpenTV interactive platform will further differentiate SK Y's service 
and drive subscriber acquisition. Strong subscriber growth should be maintained in Q(uarter 3) (20)01 and Q4 
01 as people sign up for the start of the domestic rugby season and Super 12. 

"We believe the potential threat of competition from a digital satellite joint venture by TVNZ and 
TelstraSaturn (‘TelSat') will fail to present any threats to SKY in the short term." 

UBS's analysis was completed and released days prior to the shocking downturn in Austar fortunes in 
Australia and therefore missed seeing the very real possibility that the structure if not the implementation of 
the TelstraSaturn "competitive service" might be significantly altered or still born. Prior to that downturn, 
when the launch of a TVNZ-TelSat was at least 90% certain to happen, UBS Warburg had this to say about 
the "threat" of competition to SKY: 

"On 13 November (2000), TVNZ, the state-owned broadcaster, and TelstraSaturn ended speculation by 
announcing a joint venture to provide a satellite-to-home service, scheduled to be launched in April/May 
2001. The two companies have signed a memorandum of understanding, stating ‘digital free-to-air television 
should be available to all New Zealanders...' TVNZ chairman Ross Armstrong suggested ‘that each household 
would have to pay an initial set-up cost of around $200....' 

"The reasons why SKY and TVNZ have consistently failed to negotiate an agreement for SKY to carry TV1 
and TV2 free-to-air over a single, common conditional access infrastructure, as well as the details of how the 
new TVNZ/TelstraSaturn joint venture could operate, are outside the scope of this report. The critical issues 
for this report are assessing any potential value impact for SKY. In our mind these issues revolve around risks 
of technology and technology standards enforced by legislation and the potential effects of a new satellite 
pay-TV competitor. We believe there remain significant differences between the pay-TV objectives of TVNZ 
and TelstraSaturn, mainly related to the choice of STB hardware. At the very least we expect these issues to 
delay a coherent nation-wide roll-out of a competing satellite digital TV service until Q(uarter) 3 (20)01. This 
should limit the negative newsflow for SKY, at least with regard to competition, for the rest of FY (20)01. 
More strategically, we continue to believe that content is king in the consumer pay-TV model, and we see 
TVNZ/TelstraSaturn presenting little threat to SKY here in the medium term. 

"We believe that one of key reasons why TVNZ and SKY have not been able to come to a sensible agreement 
on SKY's digital network carrying TVNZ's free-to-air programming to date is that NDS (provider of SKY's 
encryption technology) charges SKY a fee based on the number of pay-TV subscribers. TVNZ wanted the 
STBs (set top boxes) to be available to free-to-air viewers for no monthly charge, a proposition rejected by 
SKY, as even if TVNZ subsidised the hardware cost, the conditional access system has ongoing costs to SKY 
which it is not prepared to subsidise. In fact, the NDS (encrypted format) signal is unable to process 
free-to-air transmissions without the NDS conditional access system and a NDS smart card. 

"If our assumptions on TelSat's choice of conditional access (Irdeto) system are correct, SKY subscribers 
will not be able to see TV1 and TV2 in digital format using their existing equipment. More of an issue, we 
believe, is the risk of legislation. We are facing the prospect of having two different competing conditional 
access systems.. Should a national digital conditional access system be legislated, there is a risk that it is not 
the NDS standard used by SKY (unlikely, in our [UBC] view). 

"Of some concern for SKY is that the TelSat decoder with Irdeto's conditional access system could also run 
OpenTV software. We regard the OpenTV platform as a key differentiation of SKY's service and very 
attractive in terms of attracting and maintaining subscribers. 

"We understand that the basic relationship between TVNZ and TelstraSaturn is that TVNZ provides space 
on its leased transponders and TelstraSaturn provides the rest. We see this situation as one whereby TVNZ 
wants to roll out a platform which will need subsidising to achieve any sort of penetration, but TVNZ and 
TelstraSaturn are unlikely to want to foot the bill. For these reasons alone we believe ...the venture will 
provide minimal threat (in terms of newsflow) to SKY in FY01." 
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has delayed announcing its decision because it is embarrassed about the failure of digital 
TV and the failure of its plan to kick-start a datacasting industry because it imposed too 
many restrictions on it, designed to protect the free-to-air networks from new competition. 

Instead, the Howard Government is expected to blame its decision not to change the TV 
rules on the likely resistance of the Australian Labor Party and the Australian Democrats to 
changes in media policy. In reality, Cabinet's decision was based on internal politics - 
opposition from the coalition back bench - and the political muscle of TV network owners, 
including Packer. 

The free-to-air TV industry is the most protected sector in Australia. It has cheap access to 
broadband spectrum and is quarantined from an _ ever-competitive market. The 
Government's publicly stated reason for continuing to regulate the industry is that it does not 
want to tamper with the high quality of local content. The TV networks claim that, if the 
Government deregulates the industry, profit margins will fall and the quality of programming 
will decline. The free-to-air networks have been given a licence to make fat margins: Ten 
Network has an earnings-to-sales margin of 30.4%, Seven Network 26.9% and Nine 
Network (controlled by Packer) 33.7%. The three networks produce solid profits each year, 
and TV industry consultant Steve Allen of Fusion Strategy estimates that TV advertising 
revenue will be a record $2.9 billion in 2001, compared with $2 billion in 1993. To make 
competition even weaker, the Federal Government has severely reduced the Australian 
Broadcasting Corporation's budget, making it difficult for it to produce quality programs. It 
has also introduced anti-siphoning rules to prevent the pay TV industry from tying up 
exclusive broadcasting rights to most sporting events. And it has allocated to the networks 
free and exclusive rights to digital broadcasting until 2008 and allowed them to use excess 
spectrum for datacasting. 

Most media operators believe that the Federal Government will be forced to change the 
Broadcasting Services Act in 2006, the year the ban on new commercial broadcasters 
expires. At the same time, it will be forced to review the cross-media ownership and foreign 
ownership rules. They say that once TV and telephones are digitised, everything becomes 
interchangeable because they all speak the same language of zeros and ones. Malcolm 
Long, a former chief executive of SBS and now a consultant to the TV industry, says: 'The 
upshot of this is that, once this process of digital services is in the home, there will be the 
ability to have a digital controller that will look after everything. The current business model 
won't be sustainable but, if the networks are smart, they will adapt. Otherwise it will be 
curtains.’ 

Fund managers and analysts agree. Today, the TV networks are a great investment 
because they are members of an oligopoly. How will they fare when the rules are changed, 
possibly in 2006? The managing director of media research at Salomon Smith Barney, 
George Colman, says he retains a highly positive medium-term view of the industry and 
stock fundamentals. He says that since the three networks were capitalised in the early to 
mid-1990s, operating earnings before interest and tax (Ebit) have grown by an average 
compound rate of almost 14% for Nine, Ten and Seven. ‘Central to our robust medium-term 
industry outlook is the legislated extension of the current oligopoly structure of Australian 
commercial TV until 2006,' Colman says. 'The prohibition on any new licence issuance or 
foreign competition until that point, coupled with cheap rental of existing broadcast spectrum 
and a virtual monopoly on digital TV spectrum until 2008, represents a highly favourable 
regulatory backdrop to the industry. 

But Colman says that after 2006, the industry will be broadly deregulated, with the 
networks allowed to split their spectrum into more than one channel and new competitors 
allowed to hold broadcast licences. ‘The phasing out of analogue signals depends upon the 
speed of digital TV uptake, which, in turn, depends on the speed with which equipment 
prices fall and the appeal or otherwise of datacasting/enhanced services,’ Coleman says. ‘It 
may, therefore, appear as if the networks have an incentive to minimise the appeal of digital 
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services in order to extend the simulcast period and, hence, delay the release of more 
spectrum.’ 

The principal of the Sydney funds management group Jenkins Investments, Paul Jenkins, 
says that when the floodgates open in 2006, the networks will be ‘fat, bloated grubs’ with 
huge cash flow and huge margins. He says protected industries are never ready for 
competition, no matter how much warning they are given. 'Look at the textile, clothing and 
footwear industry. It had years to prepare itself for the phasing out of tariffs yet failed to act 
quickly enough and now the industry is almost dead.’ 

Elsewhere, governments are starting to relax media policy and allow competitors to enter 
the media industry. Why? Because they do not want their countries to be left behind in the 
technological revolution. The loosening of restrictions is creating intense competition in 
Europe and the United States and providing an environment conducive to innovation. In 
Britain, where digital TV has been operating since 1998, a new pay-TV operator has 
emerged and new channels have sprouted. 

What is also interesting about the British experience is the change in revenue models. 
Advertisers are not just paying for air time; they are also forming joint ventures. For 
example, the revenue stream of the Boots/Granada health and lifestyle channel is based on 
the joint venture partners taking a percentage of sales, rather than advertising revenue. 

In the US, mergers and acquisitions in the entertainment industry are at a record level 
following a relaxation of media rules and the arrival of digital cable, which promises a 
dramatic increase in the number of cable channels. As a result, movie studios are buying TV 
networks and TV networks are buying satellite and cable companies. News Corporation's 
$US5.35 billion purchase of 10 Chris-Craft TV stations in the US and its proposal to buy Sky 
Global/DirecTV are the latest examples of the rationalisation taking place in the industry. In 
Europe, the German media giant Bertelsmann is acquiring a 30% stake in RTL Group, 
Europe's largest free-to-air TV group. 

Around the world, media companies are racing to dominate living rooms, the gateway for 
‘t-commerce’, the money to be made by enabling e-commerce transactions through TV sets. 
The US company Forrester Research predicts that the interactive TV market will generate 
world-wide revenue of $US18 billion by 2004. Such figures explain why Microsoft has been 
buying stakes in TV networks and satellite and cable companies in Europe and the US, and 
pouring a fortune into Microsoft TV. 

With so much innovation taking place in an intensely competitive environment, Australia is 
in danger of being left behind - again. Australia missed the boat in the first wave of the 
Internet revolution in that it created few successful companies; and the ones that did 
succeed generally moved overseas or were bought by foreign companies. 

Australia is also lagging behind other countries in the roll out of high-speed Internet access 
due to a decision by the Government not to interfere with market forces in the 
telecommunications sector. 

Professor Steve Burdon, of the University of Technology, Sydney, says Australia is well 
behind Hong Kong, Singapore, the US and Britain in the roll out of broadband technology. 
Burdon says: ‘In the US, up to 40% of the population has access to broadband. In Hong 
Kong and Singapore it also high. In Australia it is slipping because Telstra is so dominant 
and it isn't in its interest to roll it out quickly. But the Internet is the beginning of the digital age 
and we need to be at the forefront.’ By refusing to interfere in the telecommunications 
industry, and at the same time protecting the free-to-air TV networks, the Government is 
creating a situation in which the networks could be ill-prepared to fight competition when 
media policy eventually changes. Complacency is risky: the TV networks cannot afford to 
wait and see how the media industry develops over the next five years because newcomers 
will sneak in and erode their business. The Internet has proved that newcomers can exploit 
new technologies to create powerful positions almost overnight. 

In the new digital environment, which allows interactivity, broadcasters will have to change 
their revenue streams. Seven's director of broadcast services, Judi Stack, says digital will 
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have a big effect on how networks use the digital spectrum that has been allocated to them 
for broadcasting. ‘Digital TV will give networks the ability to multipurpose their product over a 
range of formats,’ she says. ‘There will still be the kind of advertisers who are the big 
spenders. Their business models are based on mass marketing and they need a mass 
audience. But digital will also allow advertisers to offer more targeted messages. This will 
certainly shape how television looks and what it provides for some time to come.’ 

Anticipating a tougher business climate, the TV networks have started to diversify into new 
areas. Seven has expanded into mobile telephony and pay TV, and it has an Internet arm. It 
is also rumoured to be. close to finalising a deal to increase its interest in Melbourne's 
Colonial Stadium from 8% to almost 60%, by injecting $45 million into the struggling 
business. Ten has moved into outdoor advertising, and Nine Network's parent company, 
Publishing & Broadcasting Limited (PBL), owns a casino, a magazine business and share 
holdings in Internet, pay-TV and telecommunications companies. 

lf recent financial results are any indication, the networks’ diversification moves are not 
enough. In the six months to December 31, Seven's new businesses slashed the 
company's net profit from $102 million to $13 million, with Seven losing $56.7 million on its i7 
Internet business, its B Digital mobile telephony group and other new media investments. 
Seven will cut its spending on non-TV investments by 50% in the current half year, and a 
further 50% in 2001-02. 

Ten will release its half-year results in May, but the market is increasingly concerned about 
its decision to diversify into outdoor advertising, by spending $188 million to buy 60% of Eye 
Corporation, a company that owns outdoor advertising sites (Ten also advanced $58 million 
of bridging finance as part of overall debt funding for Eye of $100 million). The outdoor 
advertising industry is a small market - $340 million a year - and the $15 million annual 
goodwill charge Ten must make on the purchase of Eye ensures that its earnings per share 
will suffer in the short run. 

In addition, Ten's multi million-dollar investment in an Internet joint venture with Village 
Roadshow is believed to have been a disaster. The chief executive of Ten, John McAlpine, 
says the company is reviewing the business, and an announcement about its future will be 
made in a few weeks. 'Like every other off-line company with an Internet division, we are 
looking at the business model to see if it makes sense,’ he says. 'The business models have 
changed from a year ago, and we need to look at that. It's not a panic-station scenario, but 
we do have a couple of boards to talk to before any decisions are made.’ 

Nine is different from Seven and Ten in that it is insulated from attacks on its revenue 
stream by being part of the PBL group. PBL does not rely on Nine for the bulk of its 
earnings. PBL also listed its Internet arm, ecorp, to protect itself from the losses of a risky 
Start-up. 

In the six months to December 31 last year, PBL posted an Ebit of $306 million, up 14% 
from the corresponding 1999 period. Nine's underlying Ebit rose 6% to $143 million. Most of 
the group's other businesses are also doing well, particularly Crown Casino, which had an 
Ebit of $120 million in the half-year period. Nine's director of digital services, Kim Anderson, 
says PBL understands the changes happening in the TV industry and has positioned itself 
accordingly. 'PBL is well positioned because it has an exposure to pay TV (through Foxtel), 
the Internet (through ecorp), and a telecommunications company (through One.Tel),’ she 
says. ‘Strategically, it is in a much better position to cope with audience fragmentation and 
competition from new services than the other networks.’ 

Malcolm Long is not as optimistic as the free-to-air networks are about their future. He 
says the Government has given the networks a window of protection for another five years, 
which means they are under pressure to invest their fat profits in other businesses. Long 
says: 'When things go wild in the second half of the decade in the media space, they won't 
know what has hit them.' He predicts that by the end of the decade more than 50% of 
households will have pay TV and broadband Internet access. A large percentage will access 
the Internet on TV sets, not personal computers, and there will be a great deal of device 
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fragmentation (with the rising popularity of such devices as personal digital assistants) and 
platform fragmentation (with the spread of technologies such as satellite, wireless and 
cable). 

Long says many companies are jostling for position. ‘Microsoft is buying big lumps of 
equity in TV and pay TV operators because they can see that TV will be at the centre of 
interactive services in the home.’ The key to success in the new-media environment will be 
an ability to strike the right balance between ownership of content and access and delivery 
of the content. 'Where that balance will be is a key business decision that has to be made,’ 
Long says. ‘The proportion will depend on the environment.’ 

Free-to-air TV executives face a tough decade. For the first time since TV arrived in 
Australia almost 45 years ago, their share of households during the key prime-time session 
(6pm to midnight) is falling. Competitors are multiplying and programming costs are soaring. 
Attempts by Seven and Ten to diversify have failed. But as long as the free-to-air networks 
are protected by the Government, most of their pain will be contained. New digital 
technologies have the potential to change the way media are used, and the revenue 
streams they generate. No matter how the TV industry fights to protect its regulatory 
environment, new technologies, a fragmenting market and globalisation will supersede any 
regulation. 

The free-to-air networks need to take advantage of their big audiences, their 
well-established brands and new technologies. If they ignore the onslaught of change, they 
will be in deep trouble before the end of the decade. 

Issues facing the TV industry 

1. The conflict between competition policy and politics will heighten as the media is 

deregulated around the world. 

2. Fragmentation of audiences. 

3. A decline in the average time spent watching free-to-air TV. 

4. Rising penetration rates of pay TV. 

5. Proliferation of standards and technology used to provide TV programs and services. 

6. Global digitisation of media and the introduction of high-speed Internet access will allow 
viewers to watch TV over the Internet. 

7. Spiralling programming costs, particularly for sport. 

8. A shift from mass to niche markets by advertisers. 

9. Interactive viewing will change the way networks relate to their viewers and advertisers. 

10. Digital TV will allow enhanced services and datacasting, further segmenting audiences. 


On a scale of what is important, the operation of the international Australian television service on 
Indonesian satellite C2M would rate hardly a ripple. Still, it was Australia's outreach programme, an 
attempt to convey to Asia and the Pacific the essence of the Australian life style. ATVI began as a 
government paid-for ABC project, eventually the Howard government decided it could no longer 
afford the ATVI service and managed to interest commercial network Seven in taking over. Now, after 
two years of international experience, 7 too has thrown in the towel. 

Seven Network announces the close of ATVI 

Seven Network Limited's commercial television satellite service, Australia Television 
International, will cease operations immediately. Last August, Seven indicated that its 
Australia Television International channel was not commercially viable. The decision to 
close Australia Television follows careful consideration of Seven's long-term planning for 
development - including a focus on the further development of the company's core 
broadcast television business and opportunities in new media technologies in the Australian 
market. 

Seven Network Limited today also formally withdrew its submission to the Australian 
Government for the provision of a commercial television satellite channel for the Asia Pacific 
Region. However, Seven stated its willingness to provide Australian produced programming 
for any new Australian service in the region. Seven is continuing to build a presence for 
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Australian programming in Asia - with Seven Network Asia, based in Hong Kong, building a 
profitable business through programme sales in the region's cable television market and in 
China's growing broadcast television sector. . 

Burke not surprised by Aust TV axing 

Northern Territory Chief Minister Dennis Burke says a decision to axe the international 
service Australia Television is disappointing but not surprising. Channel Seven, which took 
over Australia Television from the ABC four years ago, shut down the service last night 
Saying it was not commercially viable. Four people in Darwin have lost their jobs. 

The Federal Government says it is still willing to spend up to $15 million a year to fund the 
service. Mr Burke says he strongly supports the move, because closing the service sends 
the wrong signal to the Asia Pacific region. 

“Unfortunately, it sends a message of lack of interest, the fact that we have better things to 
do than broadcast into the region," he said. "For one who's travelled extensively in the 
region, | found it a very interesting channel because it gave a very good indication of the 
culture and images of Australia and that in itself is very important." 

Northern Territory Communications Minister Peter Adamson says the closure of the 
international service is a shame. Mr Adamson says the beginning of the end for the service 
began when Australia Television left the ABC fold. 

“Commercially it was always going to be a difficult proposition, but the Territory ABC 
operation | believe delivered a quality product on a shoestring budget. | quite frankly don't 
even think the ABC southern management fully appreciated the asset they had,” he said. 
Australia TV set to fade to black 

The troubled international television service, Australia TV, is to close down tonight. The 
Federal Government has offered to provide $10 to $15 million a year to maintain an 
international TV service. But the operator, Channel 7, says it has withdrawn the offer to 
continue the Asia-Pacific service. Channel 7 says Australia TV will cease operations 
immediately. The Government had selected Seven and SBS as the preferred bidder to runa 
revamped version of Australia TV, but differences between the broadcasters mean the 
partnership is not going ahead. 

A spokesman for the Foreign Minister Alexander Downer says the Government is still 
interested in funding an international television service. The Prime Minister, John Howard, 
says the Government supports having an international television service broadcasting from 
Australia into the Asia-Pacific region. Mr Howard says he understands the service has been 
losing money for months, and Channel Seven's decision is a purely commercial one. "We 
would like to see some kind of service maintained,” he said. 

"We'll look at other options and have discussions with people who may be interested, but 
the decision that the network's taken is a purely commercial decision and we can't stop it." 


The reaction was significant, but not destined to change the Seven decision. CTD has gleaned just 
three examples of that concern from Internet web site postings, out of hundreds we reviewed. 


WATCHING AUSTRALIA TV . ITS MIDDAY GMT MONDAY 19TH MARCH. JUST READ 
YOUR REPORT OF THE CHANNEL CLOSING DOWN IN A FEW HOURS WITH GREAT 
SADNESS. THEY JUST ANNOUNCED ON THE NEWS THAT AUSTRALIA HAD 
SUFFERED A DRAMATIC COLLAPSE IN THE TEST (CRICKET). THIS COLLAPSE OF A 
WONDERFUL CHANNEL IS FAR MORE SERIOUS. THIS CHANNEL IS AUSTRALIA AS 
SHOWN TO THE WORLD. BY SHUTTING DOWN ITS INTERNATIONAL SERVICE 
AUSTRALIA CUTS ITSELF OFF FROM ASIA AS SURELY AS PAPUA NEW GUINEA DID 
WHEN THEY ENCRYPTED THEIR SERVICE A YEAR OR TWO AGO. | ALWAYS 
THOUGHT THAT EXPANDING INTO EUROPE ON EUTELSAT WOULD BE THE NEXT 
LOGICAL STEP AS THE CHANNEL WOULD HAVE BEEN HUGELY POPULAR AMONG 
NOT ONLY THE ANZAC EXPATS BUT ALSO THE BRITS, HUGE NUMBERS OF WHOM 
HAVE FAMILY DOWNUNDER. | CAN ONLY HOPE THE OZZIE GOVERNMENT TAKES 
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IMMEDIATE STEPS TO RESTORE THE SERVICE AS SOON AS POSSIBLE. EVEN A 
THIRD WORLD COUNTRY SUCH AS THAILAND HAS ITS WORLD SAT TV SERVICE SO 
SURELY AUSTRALIA CAN AFFORD ONE ALSO. IT IS A VERY SAD DAY FOR ASIA 
INDEED IF THE SCREEN REALLY DOES GO BLACK AT MIDNIGHT AND AUSTRALIA TV 
DISAPPEARS FOREVER. (Bangkok, Thailand viewer) 


Australia TV still running as at 11pm Adelaide time, Tuesday (March 20) night. When ATV 
closes, we will be saying good-bye to our only international TV channel. Australia TV has 
proven itself as a wonderful vehicle for promoting Tourism, Goodwill, Culture, and 
Understanding, along with developing Economic Growth for Australia. If Australia TV shuts 
down, | doubt there will be anything to replace it in the future. Let the people in Canberra 
know that this is a very big mistake. We need to keep it going. (Tony Drexel. Free To Air 
Satellite Services, S. Australia) 


Tuned in today (Saturday 24/3/2001) and there is no more Australia Television. Just an on 
screen announcement thanking loyal viewers. This whole process has been very badly 
managed. Professionalism and the interests of viewers, demands that there be continuity of 
service until such time as a new operator is found. What little good will was left in the station 
is now evaporating. Overseas viewers are now checking out and tuning into alternative 
media sources. Cable operators are sourcing alternative content. It will take a while to win 
this goodwill back. The professional way to manage the situation would have been as 
follows: 

1. Estimate how long it would have taken to source an alternative operator 
2. Conclude a short term agreement with Seven to run the station for this period of time. If 
a satisfactory arrangement could not have been reached call in the ABC to run the station 
for the period. There is no doubt that they have the resources to do so. 

3. Negotiate with remaining bidders to find an alternative operator 
4. \f the above fails, get the ABC or SBS to run the station (whether or not they want to - 
they are public servants after all). Preferably SBS as they would have no problem running 
commercials. ABC content could be sourced by SBS to complement its existing programs. 
The above is not rocket science but simple logic. A 7th grade child could manage this 
process better than it has been managed. As a result viewers in South East Asia have lost a 
window into Australia and a useful expatriate television service, and Australia has become 
the laughing stock of the South East Asian region. This sure as hell wouldn't happen in 
Singapore. (Viewer in Solomon Islands) 


There is a popular belief the best time to buy something you cannot afford in the first place is during 
a downward spiralling economy. Sellers, the reasoning goes, are more desperate to find a buyer, and 
many of the normal cautions are relaxed. Now we have the continuing saga of Repeat Mudoch (the 
individual) who seems intent before death in acquiring the largest satellite TV operator of them all, 
DirecTV in the USA or perhaps even the combination of DirecTV and its competitor Echostar's DISH 
Network. As they say, “He who dies with the most toys is the winner." 
News Still Eyeing DBS 

News Corp. is still in ‘ongoing talks' with both U.S. direct-broadcast satellite companies, 
DirecTV Inc. and EchoStar Communications Corp., a News spokesman said Wednesday 
amid rampant speculation over possible DBS mergers. The talks to merge DirecTV into the 
News SkyGlobal assets are being held on two fronts, both with DirecTV parent Hughes 
Electronics Corp. and with Hughes parent General Motors Corp., the spokesman said. 

According to published reports, News chairman Rupert Murdoch has requested a 

face-to-face meeting with the GM board to make his pitch for the DBS company. UBS 
Warburg LLC analyst Tom Eagan said he expects to hear an announcement on a deal one 


way or the other within the next two weeks, adding that a deal between News and GM 
makes the most sense. 
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A News deal would value Hughes at about $40 billion, Eagan believes, well above what 
the company is trading at publicly today. Share prices for Hughes stock have fallen 
dramatically in the past few weeks. Hughes is reportedly looking for alternatives to the News 
deal, such as financing a spin-off from GM on its own. But Eagan said doing so would 
saddle Hughes with too much debt. A GM spokeswoman would not say whether a meeting 
with Murdoch had been scheduled, and she would not even confirm they had been in talks 
with News. She also could neither confirm nor deny that GM has been in talks with EchoStar 
about a possible merger with DirecTV. 

‘We are still very much involved in a process to identify which strategic option available to 
us is the one we'll pursue,’ she said, adding, ‘One option is to do nothing.’ 

The challenge for GM is to find a deal that is advantageous to its different classes of 
shareholders. Also, GM does not want a transaction that could in any way hurt its credit 
rating, the spokeswoman said. 


And finally, there is the way that the world's media views and reports on the saga of rolling out 
terrestrial digital in Australia. The facts are plain: (1) Australia has adopted a unique DVB-T standard, 
(2) Nobody anywhere on the planet manufactures equipment for this standard, (3) TV networks 
transmitting DVB-T are restricted by government from offering more than a token amount of the 
digital possibilities, (4) The terrestrial TV broadcasters "bought into" this situation only because 
government promised them there would be no authorising of further terrestrial competition (analogue 
or digital) through at least 2006 - which means nearly 6 more years of "indecent profits" for the 
terrestrial TV folks. 

Oz DTT More Zeros Than Ones 

For an event that was billed as the biggest thing to happen to television since the 
introduction of colour, last month's launch of digital terrestrial television (DTT) in Australia 
can be best described as, well, underwhelming. 

The country's five free-to-air networks began transmitting digital signals alongside their 
analogue broadcasts on Jan. 1. But a lack of digital set-top boxes, little or no consumer 
education, a dearth of the highly touted interactive services (other than some programs 
broadcast in wide-screen and “multi-view" formats), not to mention some interference 
between the signals on the digital spectrum, prompted widespread criticism from various 
sections of the television industry and a rash of bad publicity. Even the broadcasters 
themselves admitted that a wider acceptance of digital television and the launch of the 
all-important interactive services will be "driven by consumer demand" that's unlikely to 
come before much later this year, if not next year. 

If that isn't bad enough, the federal government late last month began the licensing 
process for companies that want to provide over-the-air, digital-data transmissions. But the 
major players expected to bid for the spectrum have said they'll stand pat for now, since 
they can't build strong business cases within the existing framework. 

Digital television was, in the words of industry analyst Paul Budde, "the biggest non-event 
of 2001. | haven't heard of anyone who is excited about it," he says. "The problem is not just 
the lack of available technology, it is because under the legislation we only get about a third 
of the services that could have been available. In the end we just get a better picture. Quality 
isn't the issue, it is choice." 

The networks however have been quick to defend their position, saying the technology is 
not yet ready to be launched to a mass market. Network Ten, Australia's No. 3 broadcaster 
and the furthest along in the deployment of digital services, compares the current situation to 
one television experienced decades ago. "We think there will be a gradual move like there 
was to colour television and, indeed, like there was for black-and-white television when that 
first came out," says Network Ten's corporate relations manager Jim Carroll. "What you are 
seeing is the beginning of an industry. No one expects a mature industry, or even an 
adolescent industry, overnight." 
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That said, some inroads are being made into broadcasting some events. For example, all 
newly made programming is transmitted in wide-screen and high-definition formats. In 
addition, Network Ten is featuring multiple camera angles, dubbed "“multi-view," in some 
sporting events. 

"We have already shown the Bathurst FAI 1000 [motor race] and the Melbourne Cup 
[horse race] in multi-view," Carroll says. The network's multi-view broadcast of the Canon 
PGA golf tournament last month featured a leader-board channel, and another that featured 
just the 17th and 18th holes, along with colour commentary for the various golfers and shots 
of each one finishing their rounds. Network Ten plans to feature one multi-view broadcast a 
month. And at the end of January, the network premiered a high-definition program, a 
delayed broadcast of the Young Australian of the Year ceremony. 

Kim Anderson, director of digital services at rival Nine Network, adds that it will start 
multi-view broadcasting "sometime soon" but says the programmer "doesn't plan to use our 
consumers as guinea pigs. Whatever we do will be really high quality”. 

In a show of faith in digital broadcasting, the networks have underwritten the production of 
10,000 set-top boxes. Gear currently on the market only enables reception of standard 
-definition TV, and doesn't permit full interactivity with some multi-view and enhanced 
programming. All this comes at a hefty retail price of $4699 (US$392) per box. 

The broadcasters awarded the set-top contract to France's Thomson Multimedia in 
November, and a mere 500 units were available when DTT launched here. If that weren't 
enough, most were acquired by retailers for their displays or by the networks for testing 
purposes. Another 4,500 boxes were due to be on the market, but it's difficult to find any 
stores stocking significant numbers in Sydney. Digital television has been on display since 
the beginning of January, but, " consumers are not convinced there is any major change in 
quality over the current transmissions,” reports one retailer. “The picture is clearer, but not 
$A700 clearer." 

However, as they make their way into the market later this year, the second tranche of 
digital set-tops should liven up the market with the technology to enable interactive services. 

And as Australia's key pay TV providers move toward offering their own interactive 
services, the terrestrial networks are going to have to do more than provide fact sheets on 
digital TV on their Web sites to build that consumer confidence. 


TECHNOLOGY 
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Satellite TV & Radio 

Strong Australia model SRT4890 to be available for initial shipment late in April is first combination free to 
air plus CA (using CAMs with twin card slots) plus (this is the good part) hard drive recorder satellite receiver 
(set-top) in Pacific. Unit has already been introduced in Europe as Kathrein (German) model UFD 552 attracting 
rave reviews in European satellite publications. The basic satellite receiver appears to be as state of art as any in 
field, uses menu functions to create viewing grids for programming selection, is preloaded with virtually all of the 
available transponders and services and with twin Cl card capability can access virtually any service. The hard 
drive portion in UFD 552 is 20 gigabytes, capable of between 6 and 10 hours of total record time; Strong 
Australia version will have 30 gig hard drive with up to 18 hours of recording time. Like stand alone hard drive 
recorders, it allows user to record one channel while playing back another, to plan as much as a week ahead in 
selecting from on screen menu programmes to record, and offers "start late - catch up" function where replay 
speed is adjusted slightly fast to allow viewer to come in at 8.10, start playback from 8.00 and then "catch up" 
before 9.00. System also recognises commercials and will "zip" over same which provides an alternate means of 
"catching up" with “live action." Australian price is expected to be "slightly more than Au$1,000." (Strong 
Australia, tel 61-3-9553 3399) 
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Significant civil lawsuit has been filed in Brisbane Supreme Court ($2315 of 2001) against UEC's exclusive 
Australian distributor Nationwide Antennae Systems and Specialty Products Pty Ltd by Queensland firm Antares 
Electronics Pty Ltd. Suit requests court to determine whether Nationwide (and co-named directors Geoffrey 
David Dargie, Marianne Livia Dargie) is in violation of agreements to pay Antares and its principal Robert 
Kelleher a "commission" for sale of UEC 642 set-top decoders sold throughout Australia. Suit alleges claims of 
AU$2,400,000 "damages for breach of contract ... pursuant to the provisions of the Trade Practices Act" as well 
as allegations about "breach of confidence" naming the two Dargies. History. The Optus Aurora project was in 
deep trouble in 1998, had announced a transition to digital for the RABS (outback television) services but had 
not been able to identify a suitable satellite receiver to support this. Kelleher, a sometimes importer of satellite 
equipment, was familiar with the South African built early digital receiver sold under the Panasat brand name 
there and in Europe, and was contacted by Optus for assistance in locating a suitable receiver. Kelleher became 
the Australian representative for Panasat, which later became UEC, and following a co-operative design effort 
the UEC 642 was created specifically for the Aurora project at Optus. Kelleher has claimed in the past to have a 
written agreement naming him as the sole agent for the UEC receiver in Australia. Kelleher also claimed he was 
responsible for not only "selling" the UEC model to Optus for use in the Aurora project, but also in identifying 
and arranging for Nationwide to become the sole importer/distributor for the product. For whatever reason, 
Kelleher alleges he has not been compensated by either UEC or Nationwide and he is seeking unpaid 
commissions as well as damages. Under Australian law, "damages" up to three times the value of the unpaid 
commissions adjudicated could be awarded by the court. It is unclear (to CTD) why the suit names Nationwide 
and the two principals Geoffrey and Marianne Dargie but at this stage excludes UEC. It is also unclear (to CTD) 
why nobody at Optus Aurora has been named as a co-defendant as their corporate decision favouring the 
selection of the UEC receiver has long been a bone of contention within the industry. It was only this past 
December that Optus (finally) approved the SMS (Hills Industries agency) brand and model of IRD for use with 
the Aurora project. There are other unknowns, perhaps to be revealed in the work-up to the court hearing, 
including the exact number of UEC receivers brought into Australia for the Aurora project. A four page report in 
the February 15 edition of SatFACTS Monthly tallies more than 47,000 receivers of which more than 38,000 are 
identified as UEC versions. The total amount of commission due, if the court rules in favour of Antares, will 
ultimately be adjusted by the number of receivers actually sold through Nationwide. In seeking "breach of 
contract" damages of Au$2,400,000, Antares is asking for as much as $62.39 ($2,400,000 divided by the 38,465 
units identified in the SatFACTS study) per receiver. As of CTD's printing date, there has been no public 
response from Nationwide nor its principals. 

New Apstar V satellite to launch in 2003 to replace present ageing satellite at 138E will include, for first time, 
C-band coverage of Australia and New Zealand with predicted dish sizes down to 2m range in favoured 
locations. Present 138E satellite fails to reach either country with a commercially useful service. 

UEC satellite receivers sold to Australian pay-TV firm Foxtel have long been reported to have "dangerous 
power supply" condition; Foxtel issued safety warning to installers in November urging any installers coming into 
contact with what appears to be voltage on the IRD chassis/container to stop immediately, unplug unit and call 
for technical help. Now SatFACTS (April 15th) details problem including technical measurements showing up to 
100 volts of AC between set-top box and earth. Translation? Anyone touching IRD who was somehow 
"grounded" would pass 100 volts or more through their body on way to ground. Imagine an individual getting 
out of shower and bath, dripping wet, reaching to change channel using set-top box controls, touching metallic 
portion of case while standing in a pool of dripping water on a concrete floor. Imagine serious shock, perhaps 
instant death. Strangely, after issuing notice of warning to installers, Foxtel has not pursued issue and UEC 
set-tops with this apparent "fault" continue to be released for installation. Having admitted fault in November 
memo to installers, Foxtel would appear to have a potential liability problem here and consumers using this 
equipment were apparently not notified of "hazardous conditions" which might occur. SatFACTS (April 15) 
discovered receiver design flaw that leads to this AC leakage problem, quantified it against potential hazards and 
Australian safety rules affecting the original approval of the set-top units for consumer use. 

New Benjamin satellite receiver software just released (late March) corrects previous problem found in 
DB6000+, DB8000P and DB8000AP with accessing of various supposedly MPEG-2 services from Indonesia 
found on Palapa C2M. In particular, SCTV service (which carries significant English language content including 
movies and sport) would not load prior to factory software release but all fixed now (antenne-cal@canl.nc). 

World Radio Network schedule for period March 25 to October Ist has changed (found on AsiaSat 2). Radio 
New Zealand is now relayed world-wide at OOOOUTC (12 noon NZ). 

Digital Television & Radio 

Painless at-home "digital TY course" for complete novices faced with DVB-T can be found at 
http://tpt.org/index.html. Once there, click on "Public Digital TV" in the header, then in sidebar click on 'Other 
DTV resources’. Text will appear - in first paragraph click on "Digital TV: A Cringley Crash Course." 
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Report on the likelihood of digital TV sweeping through UK without intervention and a policy mandated by 
government has appeared in Great Britain. It does not suggest digital will take-over analogue without a fight. It 
says, "Government plans to switch off the analogue television signals within five to 10 years have been called 
‘fatally flawed' by the Consumers! Association. The organisation said many people avoid digital TV for the same 
reason that people choose it - the number of extra channels. The association found 32% of viewers without 
digital TV said they would never get it, while 48% of the 1,918 people questioned said they would only want 
watch free-to-air channels once they switched to digital. Although 26% of the population have digital TV now, 
most of those - 73% - have switched for extra channels, especially sport and films. But 66% of people who 
haven't switched have not even considered getting digital TV. The survey shows many are confused about 
whether or not they will to pay to receive the five main terrestrial channels after analogue transmissions are 
switched off. Consumers’ Association spokesman Adam Scorer said: 'The survey has found a resistance to digital 
TV that should compel the government to rethink its plans for delivering ‘digital UK'. We believed it's time to end 
the analogue switch-off. The government needs a digital switch-over policy that allows consumers to switch to 
digital easily, affordably and because they want to."" 


Cable/MMDS/Pay-TV 


Pay TV installations have taken significant nose dive in New Zealand and Australia since mid-January. 
Installers report while December was a banner month with 3 new installs per day, six days per week, in both 
countries, new installs have dropped to under one per day over January-February period with some NZ installers 
reporting recent March activity closer to one per week. In Australia, primary installation contract firm Comet is 
cutting overhead by trimming management staff (example: Manager in Melbourne now gone, office staffed only 
by secretary). Comet's stock price in market dropped to Au$0.35 in recent days, significantly down from once 
active $1.00 plus region. Industry rumours concerning Comet - that firm founder Kingsley Mundey is soon to 
depart from CEO position. 

Cable operator Telewest has left a nightmare year behind after reporting results that were ahead of market 
expectations. The UK's second largest cable company reported widening losses for 2000 after making the painful 
transformation into a digital business, but climbed above analysts' earnings targets. Adam Singer, chief executive 
of Telewest, said the company was on the right track following a year of acquisitions and management changes. 
"If Telewest were human, it would have been the equivalent of changing jobs, moving house, getting married and 
giving birth all in one year. It was a tough year but the results show that we made it," he said. Earnings before 
interest, taxes, amortisation and depreciation rose 11% to £247m, topping forecasts and supplying some good 
news for the UK cable industry. Telewest confirmed it had reached its target of 500,000 digital subscribers this 
month, up from 377,000 at the end of last year. It did not give a goal for the rest of the year. The all-important 
chum rate figure, or the proportion of customers who leave the service, fell 2.7% to 26% after the company 
revamped its much-maligned customer service operations. Despite the improvement in churn, analysts will want 
to see that figure fall further and are hoping for fewer technical faults with digital service. Mr Singer also 
promised there would be no repeat of the disastrous events that hit the company last year, when a shortage of 
components for set-top boxes paralysed its digital service. "The set-top box supply problems that caused us to 
pause our marketing last summer are history," added Mr Singer. But the pre-tax loss for 2000 deepened from 
£530m to £701m, due to the cost of buying pay-TV company Flextech and rival firm Eurobell and the launch of 
the digital service. Telewest recently shored up its growing debt - which now stands at £4.4bn - by restructuring 
its overdraft facilities. However, Telewest delivered strong revenue growth, climbing 42% to £1.1bn. Cable is a 
potential money-spinner, as it can offer "bundled" services which combine telephone, Internet and digital through 
a single cable line. But in terms of their digital services, Telewest and close rival NTL remain far behind BSkyB, 
which has over 4.6m customers, and ONdigital, which has just over 1m. NTL has set itself a target of 1.25m 
digital subscribers for its service by the end of the year. Rumours of a merger between NTL and Telewest have 
become a stock market staple, but it is more likely that both companies will co-operate over joint purchasing of 
set-top boxes and approaching regulatory issues. 

BBC has apparently secured the third and fourth quarter (2001) home rugby union internationals from 
BSkyB in the UK. The trio of matches include November-December tests against New Zealand, Australia and 
South Africa. BSkyB had secured three year rights in 1998 which have now expired. 


Consumer Electronics 

Australian consumer press has finally discovered the "regional coding issue" with DVD players and discs, as 
this report suggests. "Regional restrictions on DVDs could be an anti-competitive practice and a breach of the 
Trade Practices Act, the Australian Competition and Consumer Commission said. DVD hardware and software 
makers encode DVDs to play in one of six regions around the world as a means to control release dates and fight 
piracy. Australia - along with New Zealand, Central and South America - is region four, while the United States 
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is region one and Europe is region two. The restrictions mean that Australian consumers wanting to buy 
imported films have to buy a DVD player from the appropriate region or 'chip' their machines. Legal advice 
obtained by Australian IT said it was legal to chip a machine to play imported DVDs, as long as the chip did not 
also allow the machine to play copied disks. However, mod chipping usually voids the product warranty. ACCC 
chairman Allan Fels says the commission was investigating whether restrictive region coding breached the Trade 
Practices Act. ‘If the manufacturers have an agreement to do that, on the face of it, it looks like an 
anti-competitive agreement breaching not only Australian law but laws in other countries,’ Professor Fels said. 
The commission would make recommendations to federal parliament in a few months time, but there were 
jurisdictional issues. 'In principle it is a breach of Australian law to make an agreement offshore that harms 
competition in Australia. In practice it may or may not be easy to enforce the law against overseas countries.’ 
Possibilities could include international government co-operation to force the DVD industry to change its ways, 
or legislation to declare Australia a market that would only sell multi-region DVD players. 'I would like it to be 
region zero here but it depends on co-operation,’ Professor Fels said. 'But I'm not opposed to a law that would 
have that effect. I would consider that.' Presenting the movie establishment view is Warner Home Video Australia 
managing director Marc Gareton who said the decision to encrypt DVDs by region was made by the DVD Forum 
in Tokyo - a committee of hardware manufacturers and movie studios. The original members were Toshiba, 
Panasonic's parent company Matsushita, Warner Brothers and Sony. Mr Gareton said region restrictions allowed 
movie importers to ensure DVDs weren't available in a country before a movie's theatrical release. 'There are a lot 
of reasons why movies can't be released in cinemas all round world on the same date, mainly because of the cost 
of film prints and marketing,’ Mr Gareton said. 'If a DVD is released in the US six months after the US theatrical 
release and plays on every single machine around world, we would have a situation where DVDs would be 
available in countries before theatrical release. If that happened it could shut down a large number of country 
theatres. If it's available on DVD, I'd be surprised if people go to the movie.' Mr Gareton said piracy was a 
further concern because a DVD made a good master copy unlike VHS video, which degraded with each copy. 
Southeast Asia and China each had their own regions because of rampant piracy in those areas. Another reason 
was compliance with national censorship ratings. 'The Australian release could have cuts of scenes with violence 
and sex,' he said. 'The distributor might be happy to release a movie in Australia as MA, but the original movie 
would have been an R.' Mr Gareton said his priority was making sure Australian consumers got a wide range of 
DVDs at a good price. Warner had conducted market research and consumers did not seem to have an issue with 
region coding. The issue of different formats for different regions was not new because videos were released in 
either PAL or NTSC format. Consumers keen to watch imported movies could always buy a second DVD player 
for the appropriate zone. 'As a free consumer you can buy what you want as long as the machine can play what 
you buy, but as a retailer you can not import without permission from copyright owner,’ Mr Gareton said. Mr 
Gareton said it would be problematic for governments to force the DVD industry to change. Region coding was 
specifically included in the DVD patents so it was possible a manufacturer selling a multi-region 'DVD player’ 
could not legally call it a DVD player. There were also DVDs that did not play in multi- region players. 'It's a 
decision that the (Federal) Government can't make. A region four disk might not play in a modified machine 
because it's supposed to check that the machine is coded the same as the disk,' he said. 'If the Government took 
the decision to only allow multi-region players in the country, they would be inviting the consumer to spend 
$300-400 on a machine and then buy software that would not play. That would be an interesting decision - I 
would find it difficult to believe.' " 

New Zealand's DVD World in Glen Eden found itself in hot water and facing possible legal problems with a 
surprise-box-office-hit Chinese movie, Crouching Tiger, Hidden Dragon which they imported from Singapore. In 
a shipment of 600 DVDs, the importer discovered 380 DVDs were "pirate copies" and in fact arrived in New 
Zealand while the film was still drawing large crowds in New Zealand theatres. Columbia Tristar, rights owner to 
the film, reportedly was not planning to release the film on DVD for another six months here. The importer acted 
to recall the pirated discs, but says he intends to continue to take advantage of the New Zealand parallel 
importing laws that make it possible for him to bring in legitimate copies of DVD films even while the films are 
still in theatre release here. Columbia Tristar, he said, refuses to allow him to distribute their DVD products 
because of his aggressiveness with parallel importing of films to New Zealand. 


Terrestrial Broadcasting 


Latest ground swell of interest from would be entrepreneurs in New Zealand - low power, community radio. 
Regulations allow "type approved" 300 milliwatt (EIRP) transmitters/stations to go on air without a licence 
providing they operate on a frequency where they cause no reception interference to licensed (FM broadcast) 
stations. The original intent of the 300 mw class of stations was for real estate, tourism information. A typical 
300 mw station with a "legal" whip transmitting antenna can cover a radius of up to 5 km but often coverage is 
less than that because of intervening terrain and buildings. "Tourism" stations now operate throughout the 
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country, virtually every town centre of any size has at least one and cities such as Auckland because of their 
physical characteristics have as many as seven. The original 300 mw stations were allowed to operate just above 
the top of the FM broadcast band - 100.1, 100.3, 100.5 and so on. These are frequencies virtually any car or 
home FM radio will tune-in, but as commercial FM broadcasting has until very recently been kept below 100 
MHz, there was little or no likelihood of the 300 mw stations creating interference to licensed stations. Now the 
rules are changing and the region from 100.0 to 107.9 MHz is being slowly brought into the FM broadcast band 
region with hundreds of new stations planned. The rules will require any 300 mw "stations" to move to another 
segment of the FM broadcast band - typically 88.0 to 88.5 where these frequencies are not in use by licensed 
stations. "Bream Bay Community Radio" (cleverly - BBC Radio) is typical of the new start-ups. Located in 
Northland out of Waipu, the station's 300 mw signal is receivable from the top of the Brynderwyn Hills to Mata 
Hall, including Ruakaka and One Tree Point. The station combines local announcements and advertising for club, 
school and organisation events with CD music and English language programming imported via satellite from the 
World Radio Network (off of AsiaSat 2). Their transmitter source was Inform Radio, a Christchurch firm 
(03-338-0077; inform@radioinfo.co.nz, http://www.radioinfo.co.nz/inform.htm) that leases a complete "station" 
(transmitter, transmission antenna) for NZ$28 a week ($1,456 per year). In Auckland, where up to 7 stations 
already exist in the 88.0 - 88.3 region, several suburban regions will shortly have new transmitters operated in a 
manner similar to BBCR. An extended report appears in SatFACTS Monthly for April 15th. 

FM radio spectrum in NZ undergoing significant change with opening of new channels for commercial and 
public broadcasting in major markets, starting with Auckland. New FM channels are located between 100 and 
108 (107.9) MHz, will potentially add 67% expansion to existing FM band. Unknown details still pending - how 
the 100.1 to 107.9 channels (40 new channels in each market, up to 80 with alternate market frequency 
assignments) will be apportioned between commercial and non-commercial (such as National Radio) services. 
Overall plan includes vacating AM radio band for most non-commercial services. Low power 300 mw 
unlicensed stations appear to gain 107.5 through 107.9 as an "exclusive assignment" in the shuffle now underway, 
in addition to 88.1 through 88.4 or 88.5. Auckland commercial station on 88.4 is fighting plan to move it into 
new frequency band, claiming its frequency is a part of its market value as an "identifier" of the service. 

New TV listings battle ground. TV Guide, published by INL which owns a management-controlling interest 
in SKY Networks, has long published the SKY digital satellite programme channel service listings - much to the 
promotional benefit of SKY. The Listener, New Zealand's original "TV guide," added similar satellite digital 
listings as a matter of competitive response to TV Guide. Now with TVNZ, an original stock holder in The 
Listener, hoping to launch their own national satellite service with joint venture partner TelstraSaturn, and the 
threat that more channels of limited viewing will have to be listed in any comprehensive guide, a new decision by 
the management of The Listener. The "odd man out" in this would appear to be the regional (local broadcast) TV 
services such as Triangle TV (Auckland) who will, as the letter explains, lose their listings in The Listener. The 
letter follows: "This letter is to thank you for your past help and co-operation in preparing our television listings 
pages, but to inform you that we will cease carrying Sky Digital (called "Sky Extra" in the magazine) and 
regional programme listings from our April 7 issue. As the channel options in New Zealand continue to increase, 
and while our page numbers stay the same, it has become impossible to provide a comprehensive guide to all 
programmes. Regional newspapers carry regional TV listings and Sky subscribers receive their own very 
comprehensive listings service. Because of this, we have reviewed our use of limited staff resources and page 
space, as well as our core readership's viewing priorities, and now wish to put more of our time and energy into a 
more focused television section. We will now concentrate on providing the same high-quality free-to-air and Sky 
(sport, news, movies, Sky 1, Discovery - the analogue UHF service, ed.) channel listings as our main programme 
pages already carry, with more emphasis on previewing programme and film highlights for each week. 
Furthermore, we will not overlook programmes and films playing on channels for which we do not actually carry 
programme listings. If it fits our readership's profile and their viewing habits and needs (which we know well), it 
will always be considered for inclusion in the preview section. I look forward to a continued good relationship 
with you. " (Finlay Macdonald Editor, NZ Listener) 

Citing copyright concerns, Radio New Zealand will terminate live Internet broadcasting on March 31. The 
service has included New Zealand produced product as well as feeds taken from the BBC World service through 
www.tnz.co.nz with an annual charge to users of (NZ)$250. The service's reasoning for termination of live 
Internet feeds may, however, be masked in their announcement. BBC representatives claimed they had no 
problem negotiating with RNZ for acceptable rates, and added, "copyright has not been an issue with us." RNZ is 
reported to be negotiating a separate arrangement with XTRA NZ to provide interactive "archived" material from 
RNZ files to users for a fee. 

An Australian entrepreneur has grabbed www.sevendigital.com.au ahead of the Seven Network, which 
responds that it did not want the URL in the first place. 
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